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You will be able-to: 

• Use goods classifications and life cycle analyses as planning 
tools for marketing. \ 

• Develop and modify marketing mixes for a business. 

• Use decision-making tools that aid in evaluating marketing 
activities. 

• Evaluate operations to improve decision making about marketing. 



U.S. DEPARTMENT OF EDUCATION 
NATIONAL INSTITUTE OF EDUCATION 

EDUCATIONAL RESOURCES INFORMATION 

J CENTER (ERIC) ' 

y4his document has been reproduced as 

received from the person or organization, 

originating rt 

Minor changes have been made to improve 
reproduction quality 

• Pomts of view or opinions stated m this docu 
ment do not necessar.l*r P present official NIE 
*■ position or policy 



THE NATIONAL CENTER 
FOR RESEA8CH IN VOCATIONAL EDUCATION 



Th£ OmO state university 

KENNY ROD • COLUMBUS OHO 4320 



Research & Development Series No. 240 CB 6 



' ' 2 



f 



BEFORE YOU BEGIN . . . 

1. Consult the Resource Guide for instructions if this is your first PACE unit. 

2. Read the Unit Objectives on the front cover. If you think you can meet these objectives now, 
consult your instructor. < , 

3. These objectives were met at Levels 1 and 2: ' . 

1 Level 1- . ' 

• Discuss the economic concepts that influence marketing decisions 

* * 

• Identify important marketing activities , % , 

• Explain how-marketing aids business-people knd consumers 

• Define the terms "target market" i^id "marketing mix" 

• Summarize the steps to be completed in developing a marketing plan 
Level 2- -/ ' 

• Explain the "market-oriented" approach to planning ^ 

• List the controllable factors in each element of the marketing mix 

• Justify the use of market information and market research in planning 

• Develop a procedure for identifying target markets and developing a marketing mix 

• Outline a marketing plan , . 

If you feel unsure about any of these topipsrask your instructor for materials to review them. 

Look for these business terms as you read this unit. If you need help with their meanings, 
turn to the Glossary in the Resource Guide/ 

'v . 

goods classification system 
life cycle stages m 

marketing effectiveness • ; c 

marketing efficiency * * • 

market value 
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PLANNING THE MARKETING STRATEGY 



WHAT IS THIS UNIT ABOUT? 



Marketing planning for a business is one of the most important 
activities to be completed. .Whereas marketing decisions will be made 
and modified each day, the basic marketing plan shonld.be prepared 
as the new business is being developed. 

Two decisions form the basis of a company's marketing strategy. N * 
First, a target mqrket must be identified. The target.market is the 
description of customers to be served. Second, a marketing mix must 
be developed. The marketing mix is the combination of product, * 
price, .place, and promotion to be used in meeting the needs of the 
identified target market. 
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WHAT MA^OR PLANNING 
MISTAKE CAN BE MADE? 



HOW CAN POTENTIAL 
MARKET VALUES BE 
DETERMINED? 



The selection of customers and the development of a marketing mix 
will have a big impact on other business decisions. It could affect 
business location, capital resources needed, personnel to be hired, 
suppliers chosen? and many other business decisions. Once the 
marketing strategy has been implemented, it certainly can x be 
changed, but it may require important changes in the business." 
Therefore, marketing strategy -should be planned carefully with 
consideration given to other parts of the business. Before changes are 
made in marketing, the effects of those i4 changes on ^he rest of the 
business should be reviewed. . . • , 

Many new business people make the mistake of planning a product to 
be sold and developing their business around that product. Once the 
business is open, they may find that few people want the product at f 
all or they don't want-the product in the form the firm has provided. 
Other companies may already be meeting customer needs with 
similar products. At that stage, the business may have a difficult 
time recovering from the poor planning. 

To avoid that mistake, the business person should study the market 
very carefully before going too far in developing v the business. 
Enough potential customers must be available to support the 
successful, long-term operation of the business. Characteristics of 
potential customers are as follows: 

• Have the need w , „ 
' • Have the resources to buy 

> H&ve the authority to buy 

• Are accessible to the business 



Once it has been determined that a potential market does exist, the 
business should estimate the value of that market (the amount of . 
money people will spend in satisfying the identified needs.) A formula 
for estimating market value is— 

(Number of people) * (average value of available resources) * 
percentage of resources devoted to the identified needs) . 

\ s 

Although'it is not quite that simple to estimate market value, a 
business-person can gather needed data from census information, 
business publications, universities, chambers of commerce, 
professional associations, and other sources. .Most markets can be 
reasonably estimated with information available to most businesses. 

It Is important to recognize the difference between the total value of a 
market and the amount of the market^ specific business can expect 
to receive for the sale of its products and services. The market value is 
the total amount expected toflbe spent by all customers in all 
businesses selling similar products or service?. Business-people* need 
to estimate the share of the total market value the new business can 
realistically expect to obtain. Most new small businesses moving into 
a competitive market will not be able to secure a very large* 
percentage of the total market for at least several years. 

EXAMPLE: Joe wants to open a specialty sporting goods store that 
will sell golf, tennis, exercise, racquetball, bowling, basketball, 
football, baseball, Softball, and soccer equipment. Joe plans on 
opening a 2,000 square feet store in a community>shopping center in 
a town of 30,000. The town is the county seat and is the largest^town 
in the county. There are another 30,000 personsSiving outside of 
town, but they are considered to be part of the town's consumer base. 
There fs a major metropolitan area of 900,000 people 50 miles away. 




Sales in sporting goods in I980 v were-$70.00 per capita, accqf ding to 
the National Sporting Goods Association. 



The major market for the store is considered to be the 60,000 people . 
living in or close to town. If the local area spends as much money on 
sporting goods as the national average, the total market in terms of 
dollar volume should be $4,200,000. However, only 45 percent of this 
amount is from the sale of general sporting goods, Therefore, only 
$1,890,000 can be considered. 

Furthermore, Joe does not plan on carrying all types af general „ 
sporting goods. Listed below are the types of goods and what 
percentage of sales they represent, as .compared to all general 
sporting goods sales: 1 



Golf equipment v *< * ' • ?-9% 

Tennis equipment ' 9.8% 

Exercise equipment . 15.2% . 

Racquetball equipment * 1.2% 

Bdjvling equipment ' '• 1.8% 

Basketball equipment . , 2.7% 

Baseball and softball equipment 2.8% 

Football equipment 1.8% 

Other ' ' 2.0% 



45.2% 

45 percenkof $1,890,000 equals $850,500 

Therefore, the total estimated market potential for this type of , 
sporting goods store is approximately- $850,000 per year. • . - 1 

Currently, there are no specialty sporting goods stores in to\frn. 
However, there is a K-Mart in the mall, four local discount stores, 
three hardware stores, and J.C. Penney and Sears catalog stores, 
which sell sporting, goods, 

,After evaluating the discount stores that carry a little of each type of 
sporting goods, as well as reviewing the local hardware stores, it was 
'determined that approximately 50-70 percent of $11 sales in the area 
went to the existing local stores.' The other 30-50 percent df the 
spirting goods needs wSre being met by specialty stores iri the large 
metropolitan area fifty miles^away. * 

Based on the location of the new store, size of the store, size of 
inventory, and the advantage in distance between the new store and 
its direct competition in the major city,4t is estimated that Joe could 
capture between 10-20 tercent of the potential market. Therefore, - 
sales should range b^Jfen $85,000/to $170,000 per year. However, it 
is estimated that it will be three years before sales would reaeh 20 
percent of the market. # 

If a new business moves into a market already. served by four other 
similar businesses, those businesses already share the total market 
value. If they shared it equally, each firm would receive 25 percent of 
the total .value. With the entry of the new firm, five businesses would 
now have to share the total valtie, so each would theoretically receive 
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WHAT PLANNING TOOLS HELP 
DETERMINE MARKET MIXES? 



20 percent. However, it IS not likely that the'jiew bii^iness could 
capture that much of the market. To do so, each of tteJBther firms 
would have t6 give up 20 percent of their business. Tftey would Work* 
very hard to avoid losing that much to a new business. A new 
business will have a greater chance for success, if itjean_atitacl . 
customers who are not totally satisfied with existing businesses. It 
will then need to provide a marketing mix that does satisfy those 
people. 

After a target market has been identified that can support the new 
business, an effective marketing mix can be developed. T\vo planning^ 
tools can aid in developing the right mix. Those tpols are goods ' %x 
'classification and life cycle analysis: Goods classification describes the 
ways in which consumers shop for similar products. Life cycle 
analysis is a method of describing the type of competition faced by 
business for their products. 

The \tfay in whip consumers shop for products needs to be 
understood by marketers. It is very difficult to change buyer 
behavior. Understanding buyer behavior allows business people to 
market products in a w&y that satisfies customer needs. 

Products can be classified in a system based on three important 
consumer decisions about the products: 

i'\ 1. Relative value of the purchase 
' 2. Perceived difference among brands 
3. Willingness to shop for the product 

The goods* classification system contains four categories of products 
based on those decisions: 



WHAT IS THE GOODS 
CLASSIFICATION SYSTEM? 



1. Convenience goods 

2. Shopping goods 

3. Specialty goods 

4. Unsoughf goods 



Convenience goods. These products are viewed by consumers as 
having a relatively low value and very few. differences among several 
brands. Customers are riot willing to spend a lot of effort shopping for 
these products, and will buy them at a convenient time and location. If 
their favorite bi*and of a product is not available, they will often buy 
another brand. The customer can be influenced by advertising, 
display, and srpall pricS deductions for convenience goods. Typical 
examples of convenience goods for most people include food items; 
personal care products such as toothpaste, soap, facial tissue, and • 
deodorant; and many household supplies, including laundry 
detergent, cleaning products, and the like. 

Shopping goods. Some products are considered a mpre important 
purchase by consumers. They have a greater value to the purchaser 
and are viewed as having important differences in product features 
and price -among brands. Because of those deferences, consumers are 
willing to spend time shopping and comparing several brands before f 
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making a decision. For these products, customers will need more 
information about products and their prices and may be concerned 
about services and guarantees. Products often yiewed as shopping 
gPAds^re^ppliaTrceVtooTs, some clothing items, furniture, and other 
x items considered to be important purchases by consumers. 

Specialty goods; A few purchases made by customers are considered 
as very important. In this case, the consumers will want to buy what 
they consider to be 'the very best brand. That brand is judged to be 
different Jfrom, and superior to all others, an d* the customers, will shop 
until that brand can be purchased. This of course shows a very strong . 
customer loyalty. Customers need vepy littleinformation to make the 
purchase, and it will be very easy to sell the "specialty" brand. 
However, it will.be quite difficult^ not impossible, to sell a 
competing brand to the customersT\ 

Any prQduct can be a specialty good\£oceptain consumers. Some 
people will buy only one brand of gujrTOT soft drink. Others have a * % 
strong loyalty to a brand of sfroes or televisions. Specialty goods are 
more likely to be high-priced purchases, such ^s automobiles, ' * 
photographic and stereo equipment, or products with a high degree of 
emotional appeal (such as perfume, cosmetics, and designer clothing). 

fa V 

Unsought goods. There are some products that consumers d$ not 
shop for at all. This may occur because the consumer is not aWare 
that the product exists, or because there is no need for the product. 
Any new product is an unsought good until consumers know it is 
available. This suggests the importance of promotion for new 
products, brands, and businesses. Other products, are not typically 
purchased even though consumers know of their existence. There is 
no strongly felt need for these products. Examples of these types of 
unsought goods include life insurance, encyclopedias, and the services 
of physicians, dentists, and lawyers. These products and services may, 
remain unsought by many people until their needs change or they 
face an emergency. 

If a business person can identify the buy^d)ehavioi: associated with 
products and' services to be sold, appropriate marketing mixes can 
then be developed. It will require a different combination of product, 
price, place, and promotion for convenience goods than for shopping 
goods. Goods classification analysis can help a business person* ■ 
determine whether customers are more interested in location, price, 
product features, or, services. It will show whether customer^ are . _ 
likelyito switch brands, what information they jieed before 
purchasing a product, and what type ofltyromotion is likely to be most 
effective. ' 

Goods classification analysis can also be anplied to businesses as-well 
as individual products. Consumers shop afsome businesses because of 
their convenience. That convenience may result from location, 
« -parking, _typ.e_ol service or other factors. For other businesses, ^ 

customers may shop arrlong-several. They compare product,variety, 
/'services offered, prices, location, and other factors in order to get the 
best value. Some businesses, are considered "specialty" businesses by 

\ 
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WHAT IS LIFE CYCLE 
ANALYSIS?* 



certain customers. Those customers will shop only in that business for^ 
the products and services offered because they consider it to be * 7" 
superior to all other businesses: Finally, some businesses are , , 
"unsought," either because they are unknown to customers or because 
customers don't believe the business can satisfy their needs. 
Businesses can be operated in a way that meets the needs and 
expectations of the customers in .the target market. 

In addition to understanding consumer needs and behaviors, the 
entrepreneur must also consider the type of competition and how*to 
best respond to competitors. Life cycle analysis is a tool designed, to ■ 
provide that information. It organizes the competitive history of a 
product ihto four distinct periods. Those periods are introduction, 
growth, maturity, and decline. The type,of competition changes in t 
each of the periods, and a business will have to use different ^ 
marketing mixes in each period to be successful. s . • 

Introduction. When a brand new product is introduced into a 
market, it has the opportunity to start a new life cycle. The product 
must be new; it cannot be another brand of a product already being 
sold or similar enough to othei products'that-it is just a good 
substitute. - 




If a product i^ indeed a new product, it will enter the market with 
little or no competition for a short time. The company with the new 
product will wofk fc* make it available to the tafget market, and will 
inform consumers about,the product. The pritJel>it}ie product will 
usuallybe relatively high as the company trees' to recover some of the 
costs of developing and marketing the product 

Growth. If the company is successful jn the introduction period, sales 
will grow and the product will begin to show a profit This will , 
encourage other firms to enter the market with similar producte/To 
compete, they will offer. things the original company is not provicwng. 
That may include an. improved product, greater availability, I 
promotion, or a slightly lower price. The growth stage will be a * 
period of rapidly increasing sales and the highest level of profits jn 
the market. Many companies will enter the market with new brands; 
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some companies that cannot compete will leave. Competition is based 
on trying to improve the procluctand on the marketing mix of each 
company. - 1 • . 

% tm 

J 

Maturity. After companies have competed with each other for some 
% / time in a market, their marketing mixes become quite similar - 
Product features or marketing strategies that do not work are 
* ' . changed, and the ones that work well are adopted by other 4 

companies. Most customers who are interested in the product are 
already buying from one;or more of the businesses. It will be more 
( : difficult and more expensive to get additional sales. In the maturity 

stage, profits will start to decline, sales will peak, and'tltey may even 
start to fall slightM v * 1 \ 

Because competitors' products will be very similar in this stage, most 
will concentrate on promotion and price reductions to attract 
customers. Some firms will find it difficult to compete, will be unable 
to mak,e a- profit, and will drop out.' • \ , 

% Decline.- The final stage of competition is characterized by a decline 
in sales and very littlfe profit for firms remaining in the market. The 
decline stage results from customers leaving the market to buy new 
products. Some loyal customers will stay in the market during the 
decline stage. Over time, however, there will not be enough customers 
for profitable sales, and every company will' need to find new ■ * 
markets. Companies in this stage will want to reduce costs while 
maintaining sales as long as they are in the market. They should plan \ 
x to leave the market in such a way that they do not experience high ■ 
losses. * \ . 

# .*„ 

how can life cycle Life cycle analysis can be used by business people to determine when 
analysis be used in to ent^r a market and what mix elements to utfe to compete 
marketing planning? effectively. It also can be helpful ip predicting how other companies 

are likely to respond to changes in the market. 

•In the early stages of the life cycle, the emphasis is placed on product • 
and pl^ce elements of the marketing mix. Later, competition focuse$ 
. more on promotion and price. With careful selection of target 
markets, ,a firm may be able to develop better mixes than 
competitors. The mixes are better because they respond to the. needs 
of a specific target market. This strategy is most important in the 
late growth arid maturity stages of the life cycle. As a product moves s 
through the stages of the product life cycle, a company may change 
target markets and marketing mixes. It is unlikely that & company. 
Can continue to use the s&me mix successfully as competition changes. • 



Businesses have choices of target markets^ and marketing mhfes. The - 
planning tools described above are helpful in selecting markets and 
mixes. However, final decisions should be based on carefully 
dev6loped objectives. Some mixes < are better at increasing sales " 
volume, others at improving profits. Some can be implemented "at a 
relatively low cost while still others take advantage of certain . 
strengths a company may have or weaknesses of competitors. 
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H^W can marketing Every marketing strategy should be evaluated dn two cqi^ria— 
strategies be evaluated? effectiveness and efficiency. Effectiveness refers to how well the 

strategy achieves the goals of the business and satisfies customers. 
Efficiency is determined by the overall cost of the^trategy. A 
' . ^company may not choose the strategy that is the most effective or the 
one that costs the least. Those strategies that best combine 
effectiveness and efficiency should be identified. . 

* Four types of information aid business people in evaluating 

marketing activities: • . 

• Sales 

• Costs 

• Performance of personnel 

• • Customer attitudes 

r * Sales and'cost information can be identified from company records. 

Methods of evaluating performancje and determining customer 
attitudes should be developed. Informal and formal research is an 
important part of a business person's activities. \ > 

MARKETING CHECKLIST 

' ' ' 

The following checklist outlines the major parts of marketing 
strategy planning. It can be used as a planning tool in making • 
marketing decisions, or as an evaluation tool in reviewing marketing 
activities. % ^ 

1. Product or Service * * . 

* *** 
Is there a need for the product or service in the market place? 

2 Location 

, , > Is it Suitable for the product or service and ( customer buying 

patterft? 

Market Size 

I 

Is the size large enough for all competing businesses? 
. 4 Customers 

Who are they and* does the product or service meet their 
. needs? 



V . ^57 Market Segmentation. 



Is the business or service directed* toward specific custotner 
groups? t 
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,6. Cpmpetitiqn 

. Does the company have strengths or the- competition have 
weaknesses 4 that allow for successful operations? - 

. 7. Distribution , % * ' 

« 

What sourdes or suppliers are available- for necessary' 
purchases? 

Have appropriate sales policies been established? 

8. Price , . - ° 4 

Is it competitive and, does it provide -a profit? 

9. Promotion, %i * • t * , 

Is it a good investment and does it give*potentfal customers' 
, the -appropriate information? * ' 

1Q. Financial » 

Have the sales, costs, ai)d profits 'for the product or service 
been estimated in dollars? 

\ r r 
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For your business-or d business you are planning, complete the following 
market analysis: 'Ik 

A. Define the size of the market 

1. Who will be 1 your customed? ^ 

2. Pow many of these potential customers are in the geographic 
are& your business will service? . 

3. How much money do these potential customers currently 
spend on your type of product or service? 

B. Identify and evaluate the competition by estimating their current 
. t share of the market ♦ , 

''^^ ki&t all businesses that offer your type of products or services. 

2. Evaluate each one. List their strengths and weaknesses. 

Examples: Location, ]>rice, delivery;* service, quality, variety, 
and so forth. 

3. Estimate the competition's current sales votlufne. 

J * 

Examples: Size of inventory, number of employees, store 
square footage, and so forth. 

4 

C. Compared to the competition, list your businesses strengths and 
weaknesses - • * 

Examples: Location, price, delivery, service, quality, variety, and 
. so fcarth. + 

D; Based on the estimk^ed size of the market, and evaluating your 
strengths and wealffiesses as compared to the competition, 
estimate what level of sales is most likely for your business. 
Factors affecting this figure could include location, price, 
delivery, service, quality, variety,' size o^ store, or type of 
equipment. * 

E. Define your target market 

1. Descriptive characteristics: age, income, occupation, location, 
- and so forth. _ ^ 

2. Important buying-motives: rational, emotional 

3. Differences and similarities to competitors' customers. % 

F. Describe the goods classification(s) and life cycle stage(s) 
appropriate for your product or service ^ 
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G. List the marketing mix elements that will be needed to satisfy 
customers and improve upon competitor's products or services. 

/ 

,1. Product 
* 2. Place • - 

3. Price » 

4. Promotion , - * 

» • 

H. Identify factors that might interfere with the successful 
implementation of the marketing mix 

1. Economy . 

2. Laws and regulations 
' 3*. Costs 

4. Competition 

5. Technology 

I. Describe the evidence you will need to determine the success of 
your marketing strategy and how that evidence- will be collected; 

1. Profit 

2. Sales 

3. Costs 

4. Performance of activities 
" 5. ' Customer satisfaction 
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Directions:' Read thefollowing assessment questions to check your 
own knowledge of the information in this PACE unit. When you feel 
prepared, ask you instructor to assess your competency. 

1. Develop a formula for computing market value and describe 
its value to a business person. , 

2. . Define each of the major goods classifications. 

3 Describe each of the stages in a -product life cycle. 

4. List the types of information needed to evaluate the 
effectiveness and efficiency of a marketing strategy. * ' 
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SOURCES USED TO develop * Ely, Vivien King: and Barnes, Michael T. Starting Your Own Market hw 
this UNIT Business. 2d ed. New York: McGraw-Hill Book Co., 1978. 

Rutt, Roger Creating a New Enterprise. Cincinnati OH: South- 
western Publishing Co*, 1982. 

4 Kurloff, Arthur H, and Hemphill, John M. How to Start Your Own 

Business . . . anifSuccfyd. Rev. ed. New York, McGraw-Hill Book 
Co., 1981. 

P ' Mason, Ralph E.; Rath, Patricia Mink; Ross, Herbert L. Marketing and 

. Distribution: 2d ed. New York: McGraw-Hill Book Co., 1974. 



For further information, consult the lists of additional sources in the 
Resource Guide. * ' 
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PACE 



Level 



Un 
Un 
Un 
Un 

. Un 

Un 
Un 
Un 
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1 1. Un'derstanding the Nature of Small Business 
t2. Determining Your Potential as an Entrepreneur 
t3. Developing the Business Plan ' 
t4. Obtaining Technical Assistance 
1 5. Choosing the Type of Ownership 
t6. Planning the Marketing Strategy - 

* 

t7. Lodating the Business 

t8. Financing the Business \ * 

t9. Dealing with Legal Issues 
Unit 10. Complying with Government Regulations 
Unit 11. Managing the Business 
Unit 12. Managing Human Resources 
Unit 13. Promoting the Business 
Unit 14., Managing Sales Efforts 

• Unit 15. Keeping the Business'Records % 
Unit 16. Managing the Finances 
Unit 17. Managing Customer Credit and Collections 
Unit 18. Protecting the Business 

Resource Guide 

Instructors 1 Guide ^ 

Units on the above entreprerieurship topics dre available at the following three levels: 

Level 1 helps you understand the creation and operation of a business 

• Level 2 preparesryog to plan for a business in your future 

• Level 3 guides you in starting and managing your own business 
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